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STATEMENT OF THE CHAIRMAN 


As introduced by me on May 24, 1955, S. 2054, a bill to amend the 
Securities Exchange Act of 1934, as amended, contained no provision 
exempting insurance-corporation securities from the registration pro- 
visions applicable to issuers within the scope of new subsection (g) pro- 
posed to be added to section 12 of the Securities Exchange Act of 
1934, as amended. 

Hearings were held on S. 2054 by the Senate Committee on Bankin 
and Currency’s Subcommittee on Securities on June 27 and 30, an 
July 1, 1955. In marking up the bill, the subcommittee adopted 
several amendments to S. 2054 as introduced. Among these was @ 
new subparagraph (F) to be added to paragraph (2) of subsection 
(zg) proposed to be added to section 12 of the Securities Act of 1934, 
as amended. Subparagraph (F) would have made the provisions of 
subsection (g) inapplicable to— 


any security issued by any issuer which is an insurance cor- 
poration subject to the supervision of the insurance com- 
missioner, bank commissioner, or any agency or officer 
performing like functions, of any State or Territory of the 
United States or the District of Columbia. 


This amendment appeared with others in the August 5, 1955, 
committee print of S. 2054, pursuant to action by the Subcommittee 
on Securities on July 28, 1955, ordering the amendment of S. 2054 
and its favorable report to the Committee on Banking and Currency 
as so amended. 

The committee received the report of the subcommittee on January 
9, 1956. However, a study by the Securities and Exchange Commis- 
sion of the corporations that would come within the scope of the provi- 
sions of S. 2054 as contained in the August 5, 1955, committee print 
was then underway. In view of that fact, the committee voted to 
await the results of this study before taking further committee action 
on S. 2054. 

On May 17, 1956, the Securities and Exchange Commission sub- 
mitted to the chairman of the committee its report, setting forth the 
results of that study. That report was printed as a committee print 
dated May 25, 1956. But, because of the express exemption for in- 
surance companies, as noted above, the study did not include them 
within its area of research. 

On June 22, 1956, the committee held a public hearing concerning 
recommendations made by the Commission as a result of its study. 
During that hearing the chairman of the committee asked the Chair- 
man of the Securities and Exchange Commission whether he felt the 
exemption granted insurance companies by the amended bill was 
appropriate. Replying that he would hesitate to give an immediate 
opinion on that subject, the Chairman of the Commission agreed to 
have a study of the matter made by the Commission. Pending the 
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IV STATEMENT OF THE CHAIRMAN 


making of such a study, no further committee action was taken on 
S. 2054 during the 84th Congress. 

By letter dated February 6, 1957, the Chairman of the Securities 
and Exchange Commission ‘has submitted to the committee chairman 
a supplementary report of the Securities and Exchange Commission 
on the exemption for insurance companies contained in the August 5, 
1955, committee print of S. 2054. 

In the supplementary report, the Securities and Exchange Com- 
mission concludes it would be consistent with the purposes of Federal 
securities laws and of S. 2054 to delete the exemption for insurance 
companies contained in proposed section 12 (g) (2) (F) of the Securities 
Exchange Act of 1934, as amended, as set forth in the August 5, 1955, 
committee print. 

In view of the importance of the supplementary report, it appears 
desirable to prepare a committee print of it and the February 6, 1957, 
letter from the Commission Chairman, transmitting it to the chairman 
of the committee. 











LETTER OF SUBMITTAL 


SECURITIES AND ExcHANGE COMMISSION, 
Washington, D. C., February 6, 1957. 
Re S. 2054, 84th Congress, a bill to amend the Securities Exchange 
Act of 1934, as amended. 
Hon. J. W. Fu.sricxr, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Senator Fuusricat: In connection with the hearing on 
June 22, 1956, on S. 2054, 84th Congress, before the Committee on 
Banking and Currency, in answer to your question whether I felt 
that the exemption granted insurance companies by the bill was 
appropriate, I stated that the Securities and Exchange Commission 
would undertake a study of that question upon your request. Our 
study is herewith submitted to the committee. 

At the hearing I noted that S. 2054, as introduced by you contained 
no exemption for insurance companies, but the bill as reported by the 
Subcommittee on Securities to the committee provided an exemption 
for insurance companies. 

In conducting the study which we submitted to the committee on 
May 17, 1956, we took the bill in the form reported by the subcommit- 
tee and excluded insurance companies from our area of research. On 
the basis of the study of financial reporting and proxy soliciting prac- 
tices (we have not studied insider trading) of the 169 insurance com- 
panies which would be subject to the bill if the exemption should be 
deleted, the Commission is of the opinion that it would be consistent 
with the purposes of the Federal securities laws and of S. 2054, 84th 
Congress, that the exemption be deleted and the bill passed (subject 
to our other suggestions for amendment). 

In expressing this view, we are limiting ourselves to a consideration 
of the congressional purposes expressed in the Federal securities laws 
and are not expressing views as to any other areas of Federal or State 
regulation of the insurance industry. 

We do not believe that the deletion of the exemption for insurance 
companies will affect our original estimate of the additional annual 
appropriation required to administer the proposed legislation, as set 
forth in my letter of May 17, 1956. 

The Commission has been advised by the Bureau of the Budget 
pursuant to Circular A-19 that there is no objection to the trans- 
mittal of this letter and supplementary report. 

Sincerely yours, 
J. Srnctarr Armstrone, Chairman. 


Vv 





SUPPLEMENTARY REPORT OF THE SECURITIES AND 
EXCHANGE COMMISSION ON S. 2054 


This report supplements the report of the Securities and Exchange 
Commission on S. 2054 (committee print dated August 5, 1955) to the 
Banking and Currency Committee of the United States Senate. It 
describes the study undertaken by the Commission at the request of 
Senator J. W. Fulbright, chairman of the Committee on Banking and 
Currency of the United States Senate,! of the scope and impact of 
extending the provisions of S. 2054 regarding financial reporting and 
proxy solicitation to insurance corporations, which in the bill as re- 
ported by the Subcommittee on Securities to the committee are 
excluded from the coverage of the bill. The purpose of the study was 
to develop factual information for the use of the Commission in formu- 
lating recommendations on the legislation. 

The earlier report and the recommendations of the Commission 
contained in Chairman J. Sinclair Armstrong’s letter were submitted 
to the committee on May 17, 1956, and these were reproduced in the 
committee print dated May 25, 1956, entitled ‘‘Report of the Securities 
and Exchange Commission on S. 2054.” The earlier report covered 
1,205 corporations but covered no banks or insurance corporations, 
which were specifically exempt from the requirements of the bill. The 
classes and numbers of corporations covered were: 
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I. Score or Stupy 


This study concerns the scope and impact of extending the provi- 
sions of S. 2054 to subject certain insurance corporations, which have 
securities outstanding not registered on any national securities ex- 
change, to the financial reporting and disclosure requirements (secs. 
12 and 13) of the Securities Exchange Act of 1934 (hereinafter called 
the act) and the regulations of proxy solicitations (sec. 14 of the 
act). These insurance corporations have total assets exceeding $2 
million and have a class of equity securities held of record by more 
than 750 persons. 

Il. Nature or tae Srupy 


The study of practices of insurance corporations in financial re- 
porting and proxy solicitations was conducted in the same manner as 


1 before the Committee on Banking and Currency of the U. S. Senate, 84th Cong., 2d sess., on 8, 
2054, June 22, 1956, p. 1271, 


1 
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the earlier study, and this report is prepared in the form and order of 
the previous report. 

The study had the following primary objectives: 

1. To ascertain the number and identity of the corporations which 
would be subject to the bill. 

2. To develop information with respect to the materials and pro- 
cedures employed by the corporations subject to the bill in soliciting 
proxies and to compare such materials and procedures with the 
standards required by the proxy rules of the Commission  (regula- 
tion X—14). 

3. To develop information with respect to the nature and 
content of financial reports made by such corporations to their 
stockholders and generally to test such reports against the 
standards of financial reporting established by the Commission 
in its regulations applicable to issuers of listed securities. 

No study of the impact of the application of limitations as to trading 
in equity securities of insurance corporations by officers, directors, 
and 10 percent stockholders (sec. 16°(b) of the act) was made. 

It was ascertained that 169 insurance corporations (having total 
assets of approximately $24 billion) would appear to be subject to the 
bill. Copies of reports to stockholders of 161 of the 169 corporations 
were obtained and examined, primarily to determine compliance with 
the Commission’s accounting regulations. Proxy soliciting material 
covering 142 of the 169 corporations was obtained and examined in the 
light of the standards prescribed by the Commission’s proxy rules. 


Ill. Summary or FInpInes 
NUMBER AND SIZE OF CORPORATIONS SUBJECT TO THE BILL 


1. There appear to be 169 corporations (having total assets of 
approximately $24 billion) that will be subject to the bill. Of these, 
44 (having total assets of approximately $5 billion) are now required 
to file reports pursuant to section 15 (d) of the act,’ and 125 (having 
total assets of approximately $19 billion) which do not now report 
would become obligated to do so. 

2. A total of 9 corporations (having total assets of only $140 
million) now required to report pursuant to section 15 (d) would be 
zelieved of that obligation by the bill, because they do not meet the 
tests as to number of stockholders or asset size. Three of these 
corporations have less than $2 million of total:assets and 6 corpora- 
tions having only $136 million of total assets have less than 750 
stockholders. 

PROXY SOLICITING MATERIAL 


The study of proxy-soliciting material demonstrated a general 
failure to furnish important ean which would be required 
by the Commission’s proxy rules with respect to (a) the election of 
directors or (5) significant proposals requiring stockholders’ approval. 


~ 1 See. 15 (d) of the act requires an undertaking by the issuer of securities registered under te Securities 
Aet of 1933. to file the information and reports required of issuers of listed securities pursuant to sec. 13 of 
the act, but such undertaking becomes operative only if the aggregate public offering price cf the securities 
registered plus the aggregate value of all other outstanding securities cf the same class, computed upon the 
basis of such price, amounts to $2 million or more. ‘ The undertaking is suspended if the aggregate value of 
such securities so determined is reduced to less than $1 million, or if such reporting requirements otherwise 
become applicable by reason of the listing of securities of the issuer. Sec, 15 (d) does not subject issuers to 
the proxy requirements of sec. 14 or to the “‘insider trading’’ provisions of sec. 16. 
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With respect to election of directors, the typical material. consists 
only of a notice of meeting and a form of proxy. 

At least 25 percent of the corporations studied did not furnish the 
annual report concurrent with or prior to proxy solicitation. In 70 
percent of the cases the identity of the nominees was not disclosed. 

With respect to proposals requiring a vote of the stockholder, 
material items of information required by the Commission’s proxy 
rules were omitted in over 50 percent of the cases and, more signifi- 
cantly, in at least 49 percent of the cases reviewed the form of proxy 
gave the stockholder no opportunity to cast a ballot for or against a 
proposal. He must either vote for the proposal or not vote at all, 
unless he appears at the meeting or takes other affirmative action to 
record his vote. 

A similar pattern of difference between proxy-solicitation practices 
and the requirements of the Commission’s proxy rules was found in 
the earlier study. 

REPORTS TO STOCKHOLDERS 


1. Of the 125 corporations not now required to file reports with the 
Commission, but who would become obligated to do so by the bill, 
117 furnished annual reports to their stockholders. The financial 
data contained in 63 percent of such reports was found to be ma- 
terially deficient under the standard of the Commission’s accounting 
regulations, as compared to 21 percent for corporations covered by 
the previous study. 

2. Such material deficiencies in financial data, judged by the stand- 
ards of the Commission’s accounting regulations, existed in 30 percent 
of the annual reports to stockholders furnished by the 44 corporations 
reporting to the Commission pursuant to section 15 (d), as compared 
with 5 percent for corporations covered by the previous study. 


IV. Proxy Souiciration oF CorpoRATIONS SuBJECT TO THE BILL 
A. METHOD OF STUDY OF PROXY SOLICITATIONS 


Proxy-soliciting material suitable for study was obtained from 142 
insurance corporations subject to the proposed legislation. The ma- 
terial related to 162 separate stockholder meetings for which proxies 
were solicited by management. Most of this proxy material was for 
stockholder meetings held in 1956. In no case did the proxy material 
studied relate to meetings prior to 1952. In cases where proxy mate- 
rial was available for several stockholder meetings of the same corpo- 
ration, all relating to the election of directors, only the proxy material 
for the most recent meeting was considered. 

The proxy material studied for a particular meeting was comprised 
of some or all of the following items: a notice of meeting, form of 
proxy, proxy statement or equivalent, including any transmittal letter, 
and an annual report to stockholders. In et 8 to survey the proxy 
material, the study group devised a checklist which paralleled closely 
the requirements of the proxy rules. Provision was made in the 
checklist for evaluation of the material in terms of compliance with 
the proxy rules with respect to 61 matters, 

In evaluating the material, the staff disregarded minor technical 
provisions of the proxy rules relating to size of type used, legibility, 
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form of presentation, and so forth. No attempt was made to verify 
the accuracy of the information contained in the proxy material. 

Of the 142 corporations whose proxy-soliciting material was studied, 
35 corporations are presently subject to the reporting requirements of 
section 15 (d) of the Securities Exchange Act of 1934 but are not now 
subject to the Commission’s proxy rules. No noticeable difference 
was detected between the proxy material used by the reporting corpo- 
rations and that used by nonreporting corporations except as noted 
below with respect to the omission of financial statements from annual 
reports. 


B. EVALUATION OF PROXY-SOLICITING MATERIAL OF CORPORATIONS 
STUDIED 






1. Proxy-soliciting material for the election of directors 

The bulk of the material studied related to solicitation of proxies 
by management for the election of directors. Proxy solicitation con- 
cerning sledtitine was available for study for 140 corporations subject 
to the proposed legislation. 

Under rule X-14A-3 of the proxy rules, stockholders’ reports with 
adequate financial statements for the last fiscal year must accompany 
or precede proxy solicitation by the management for the elections of 
directors. Such information is needed by a stockholder to form an 
intelligent judgment as to how to exercise his franchise. The study 
of the proxy-soliciting material of the 140 corporations showed that 
at least 25 percent were not furnishing stockholder reports for the 
past fiscal year concurrently with or in advance of solicitation. The 
comparable figure from the previous study is 23 percent. The fol- 
lowing table summarizes the practice of the corporations studied as to 
date of distribution of stockholders’ reports in relation to the date of 
the proxy solicitation and the date of stockholders’ meeting. The 
comparable figure from the previous study is shown in the last column. 








Number of} Percent of | Percent 
corpora- total from pre- 
tions number /vious study 























Did not furnish an annual report until after date of meeting__--_-_-_- 7 5 5 
Did not furnish annual report on or before date of proxy solicitation, 

but did furnish on or before date of meeting....-.-...-._._..----- 23 20 18 
Did furnish annual report on or before date of proxy solicitation..__- 49 35 71 
Date of release of annual report unknown. --....-....--.-.----.----- 56 40 6 








In regard to information required by the proxy rules to be furnished 
to stockholders concerning officers, directors, and nominees to be 
elected at the meeting, it was found that the proxy material of the 
140 corporations was in the vast majority of cases inadequate. The 
following table shows the number of corporations (and percentage of 
the total studied) which did not comply with particular requirements 
of the proxy rules as to information to be furnished to stockholders 
in connection with election of directors. The comparable percentage 
figure from the previous study is shown in the last column. 


































SECURITIES AND EXCHANGE COMMISSION 5 





Number of} Percent of | Percentage 





Type of information required not furnished to stockholders corpora- corpora- from pre- 

tions tions vious study 

Did not furnish proxy statement or its equivalent (rule X-14A-3)_.. 98 70 72 

Did not identify nominees (item 6 (a) (1), Schedule 14A)___.......-- 98 7 73 
Did not state principal occupation of directors and nominees (item 

OR a ES Shy tO RD 112 SO 87 
Did not indicate security holdings of directors and nominees (item 

6 (a) (4), schedule 14A)_.._.-.----_-.-- 2222 2L. tA 232s93. Jit. 138 99 96 


Did not state direct remuneration paid to each director and each of 
3 highest paid officers whose aggregate remuneration exceeded 





$30,000 (item 7 (a) (1), schedule 14A)_...-.-..--------- 2-2 140 100 98 
Did not state aggregate direct remuneration to all officers and direc- 

tors as a group (item 7 (a) (2), schedule 14A)_......._....--...-.-- 139 99 8 
Did not furnish names of officers and directors in any material sent 

Co SUCCES so jn coc ccncconbecccataiieslbenteaddineent 3 6 6 


2. Proxy-soliciting material relating to proposals to be voted on by 
stockholders 


Of the 142 corporations studied, 59 solicited proxies:in connection 
with a total of 60 separate proposals of major significance to be 
considered and voted on at 63 separate stockholders’ meetings. 
These proposals involved a wide range of corporate matters other 
than election of directors. The proxy-soliciting material used. in 
connection with these proposals was analyzed in the light of the 
standards of the rules. Excluded from this study ‘is’ the proxy- 
soliciting material used by these corporations in connection with 
proposals of lesser significance; for example, matters not required to 
be submitted to stockholders, technical amendments of charters and 
bylaws, selection of auditors, and so forth, 

One of the important requirements of the proxy rules (rule X-14A—4 
(b)) is that the form of proxy include a ballot to afford a stockholder 
the opportunity to specify a choice between approval or disapproval 
of each proposal to fe acted upon at the meeting. In 31 instances 
(amounting to 49 percent of the 63 stockholders’ meetings studied) 
no ballot was provided. The comparable percentage figure from the 
previous study is 52 percent. In an additional one instance (or 
2 percent) no form of proxy was available for study. Thus, it is not 
known in such instance whether the proxy form included a ballot. 

The types of proposals for which available proxy-soliciting material 
was studied and the number of proxy solicitations for each type 
of proposal are as follows: 








Number of 
Type of proposal proxy solic- 
itations 

Bonus, profit-sharing and other remuneration planms--_--.............-..--.--------.-+--.--«- 1 
Pension abd refarement peees... . 2... onc se en andsd sashes elt ~~ apdinnloh= Geateentateanieedh teat 7 
Options, warrants, or rights to purchase securities .......................-.-- ooubih nebeioediiiets ied 4 
Authorization or issuance of securities otherwise than for exchange...........-.-........-...-. 7 
Beedificntion cr enelbange) Gr Secer ttle s | iis ons nein 4 cette nh heldint a mene nent bniee iad 13 
Mergers, consolidations, acquisitions, and similar matters.........................--.---...-. 8 
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The following tables * show both numerically and percentagewise 
the instances of failure of the proxy-soliciting material relating to 
certain types of proposals to furnish stockholders with various items 
of information required to be furnished under the proxy rules. The 


comparable percentage figures from the previous study are also set 
forth. 


Proposals relating to pension and retirement plans—Item 10 of schedule 14A of the 
Tn rules 


Instances where required informa- 
tion was not furnished 


Type of required information not furnished to stockholders as 





Percentage 

Number Percent! | from previ- 

ous study '! 

Did not state number and class of participants. - 1 4 36 

Did not give basis for determining individual benefits__ 1 14 36 

Did not give cost of plan_.__-_____--.____-_..___- 1 14 | 32 

Did not give participation of highest paid persons___. 6 86 | 86 

Did not describe provisions of existing plans_-_- 7 100 86 

Did not state whether plan can be amended without stockholders’ y 3 
ais aetna Beh aeaeatdinaecelinninnn oon il cect 





1 See footnote 2 below. 


Proposals relating to options, warrants, or rights—Item 11 of schedule 14A of the 
proxy rules 


Instances where required informa- 
tion was not furnished 


Type of required information not furnished to stockholders 
Percentage 

Number Percent ! | from previ- 

ous study ! 








Did not describe securities and terms thereof_. 


atbtbe 2 5D 11 

Did not state amount of rights received by management and each 
person receiving 5 percent or more of rights_.._..._..._______- 2 50 45 
Did not deseribe provisions of existing plans_.__............__-__-- 4 100 91 


1 See footnote 2 below. 


Proposals relating to authorization or issuance of securities otherwise than for 
exchange—lItem 12 of schedule 14A of the proay rules 


Hl 
Instances where required informa- 
tion was not furnished 


Type of required information not furnished to stockholders ~ et 


Percentage 
Number Percent! | from previ- 
ous study ! 
Did not give title and amount of securities ___- 3 ll 1 
Did not describe securities__._...._____- i Sie, 5 eater aha Sega 3 ll 19 
Did not describe proposed transaction._.._______- 7 39 40 
Did not furnish information regarding securities not offered to the | 
| | USES 4 89 53 
Did not furnish financial statements either in annual report or other- ‘ 
wise_ ‘ gine h Gl bahnadatitve dim wbdbancabubhéatbatiineate tet 





1 See footnote 2 below. 


? In many instances in the following tables the type of required information not furnished to stockholders 
was pertinent to some but not all of the solicitations covered by the table. In any such case the percentage 
figure shown was computed by dividing the total number of solicitations where the information was perti- 
nent into the number of such solicitations where the information was not given. Thus, if a required item 
of information was pertinent in only 80 of 100 total solicitations and 60 of such 80 solicitations failed to include 
the information, the percentage figure shown would be 75 percent. If another required item of information 


was pertinent in all 100 solicitations and was not included in 60 of such solicitations, the percentage figure 
shown would be 60 percent. 
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Proposals relating to modification or exchange of securities—Item 13 of schedule 14A 
of the prory rules 


Instances where required informa- 
tion was not furnished 


Type of required information not furnished to stockholders 





Percentage 

Number | Percent! | from previ- 

ous study ! 

Did not give title and amount of securities. _.............-.-.....-.- 1 8 2 

Did not describe nature of modification or terms of exchange..._..-- 1 8 4 

Did not state reasons for and effect of modification or exchange. -.-- 1 8 4 
Did not state effect on dividend arrearages or principal or interest 

GOREN, -.o.. -ctnaposcintonibusacecdeadieaeemes S35) 5. hte ceameedets 1 100 76 
Did not furnish financial statements either in annual reports or 

CCRT WIRE: - sh tLe dn Ie cI Sh 4 80 74 


1 See footnote 2, p. 6. 


Proposals relating to mergers, consolidations, acquisitions of securities and similar 
matters—Item 14 of schedule 14A of the proxy rules 


Instances where required informa- 
tion was not furnished 





Type of required information not furnished to stockholders 


Percentage 

Number | Percent! | from previ- 

ous study 

Did not deseribe material features of the plan and effect thereof..... 1 12 16 
Did not describe business and assets of company being merged... --- 1 12 8 
Did not state effect of plan on holders of securities. ................. 1 12 40 
Did not furnish financial statements .......--...........---.--1--.-- 5 63 56 


1 See footnote 2, p. 6. 


In none of the instances set forth in the above tables was there either 
substantial or partial compliance with the particular disclosure 
requirement of the proxy rules: In other words, the required infor- 
mation was simply not furnished in any of the instances noted. 


Cc. FINDINGS 


The study of proxy-soliciting material used by the .imsurance 
corporations subject to the bill shows— 

(1) Twenty-five percent of the corporations fail to distribute 
stockholders’ reports of the previous fiscal year prior to or con- 
currently with the sending of proxy-solicitation material for the 
election of directors. 

(2) Ninety-eight percent of the corporations ‘in soliciting proxies 
for the election of directors fail to inform the stockholders as to the 
identity of nominees; 80 percent do not indicate the principal occupa- 
tions of directors and nominees; 99 percent do not disclose security 
holdings of directors and nominees; and 100 percent do not state the 
remuneration paid to directors, In 70 percent of the cases neither a 
‘proxy statement nor equivalent information of any kind ‘was furnished 
to the stockholders in the solicitation by management of proxies for 
the election of directors. : 

(3) Where major proposals are to be voted on, at least 49 percent 
of the proxy forms used contained fio form of ballot for the stockholder 
to indieate his vote on the measure. In such cases the stockholders 
must either vote in favor of the proposal or not vote at all, unless he 
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appears in person at the meeting or takes affirmative action (such as 
writing his own proxy form) to record his vote. 

(4) Where bonus, profit-sharing, and remuneration plans were to 
be voted on, 14 percent of the solicitations failed to furnish the 
estimated cost of such plans as required by the proxy rules and with 
respect to information concerning existing plans where such informa- 
tion was pertinent, there was a failure of 100 percent. 

(5) Where options, warrants, or rights were to be voted on, 50 per- 
cent of the solicitations failed to furnish information in regard to the 
recipients of the rights as required by the proxy rules and with respect 
to information concerning existing plans where such information was 
pertinent, there was a failure of 100 percent. 

(6) Where authorization or issuance of securities was to be voted 
on, 39 percent of the solicitations failed to describe the proposed 
transaction as required by the proxy rules and required financial 
statements were not furnished in 90 percent of the solicitations. 

(7) Where modification or exchange of securities was to be voted 
on, 100 percent of the solicitations failed to furnish information as to 
the effect on dividend arrearages or on defaults of principal or interest 
as required by the proxy rules and required financial statements were 
not furnished in 80 percent of the solicitations. 

(8) Where mergers, consolidations, acquisitions, and similar matters 
were to be voted on, 12 percent of the solicitations failed to state the 
effect on securities holders as required by the proxy rules and re- 
quired financial statements were not furnished in 63 percent of the 
solicitations. 

(9) Although this report does not include the results of a concurrent 
study of proxy-soliciting material used by 33 insurance corporations 
having total assets of over $2 million each, but having fewer than 
750 stockholders of the class solicited, such material showed gener- 
ally even a higher percentage of failures to furnish relevant informa- 
tion based on the standards set by the proxy rules. 


V. Reports to SrocKHOLDERS OF CORPORATIONS SUBJECT TO THE 
Brn 


A. METHOD OF STUDY OF REPORTS TO STOCKHOLDERS 


Reports of 161 of the 169 corporations subject to the bill were 
obtained either in response ,to-questionnaires * sent by the Commission 
or from the files of the Commission, 

The stockholders reports included in the study were reviewed and 
classified in relation to their compliance or lack of compliance with 
seguieiagn S-X.* 

Jost of the insurance corporations are subject to State regulatory 
authority and follow the standard form of insurance reports, In 
general, this Commission requires that the registrant follow the rules 
and instructions governing the definition and computation of items 
in the annual statements to their State regulatory authority. In 
addition, the rules require certain additional information and explana- 
tions. r 


% The questionnaires inquired whether annual reports were sent to, and proxies requested from, stock- 
holders during 1 or more of the calendar or fiscal years 1953, 1954, and 1955, and requested copies of the most 
recent of such reports and proxy material. 

‘ tion.S-X is the Commission’s basic accounting tion which has been in effect since 1940. 
It prescribes the form and content of financial statements filed with the Commission. 








SECURITIES AND EXCHANGE COMMISSION 9 


Insurance-accounting requirements generally are on an admitted 
asset basis ® and no segregation of surplus is required. et 
S-X requires certain additional information to bring the financial 
statements of insurance corporations in conformity with conventional 
financial accounting. The more important requirements are that— 

(a) Surplus be segregated as to (1) capital surplus, (2) earned 
surplus, and (3) unrealized surplus arising from revaluation of 
assets ; 

(6) Book value of assets be stated parenthetically ; 

(c) A statement of nonadmitted assets be furnished. 

The stockholders reports were classified into the four following 
categories: 

Group 1.—Reports classified as “substantially complying with 
regulation S—X” appear to meet the general standards of fair dis- 
closure, including substantially all of the descriptive captions and 
explanatory notes required by regulation S—X. 

Group 2.—Reports classified as “deficient in certain respects’’ in- 
cluded the basic financial statements (balance sheet, profit and loss 
statement, and surplus statement), but omitted the additional cap- 
tions and explanatory notes required by regulation S—X. 

Group 3.—Reports classified as ‘materially deficient—condensed 
statements”’ omitted to furnish a profit and loss statement or surplus 
statement or were so brief as to be inadequate. 

Group 4.—Reports classified as ‘materially deficient—balance sheet 
only” contained only a balance sheet. 


B. EVALUATION OF REPORTS TO STOCKHOLDERS 


The following table summarizes the quality of the 161 reports to 
stockholders of the insurance corporations subject to the bill that were 
studied with reference to the degree of compliance with the account- 
ing standards of the Commission, and compares the 44 reports by 
corporations subject to section 15 (d) [col. 1] with the 117 reports by 
corporations not subject to section 15 (d) [eol. 2]: 


Col. 1 Col, 2 
Total subject to 
Now filing pur- Not now filing the b 
suant to sec. 15 (d) vor , sec. 





Number | Percent | Number | Percent 














a of aaa eee ee a 4.2 9 5.6 
Deficient in certain respects 32. 5 65 40. 4 
ONE, ceicenccwntckss—ndalebednn 36.7 74 46.0 
Materially deficient: 
Condensed statements 16. 2 26 16.1 
Balance sheet only....-............-.- 47.0 61 37.9 
IRR cb phi i gee scog pees 63. 2 87 54.0 
SS=—===—=s=—| 
Total all classes..................... 100.0 161 100.0 





5 The term “‘admitted asset value’’ means the ‘‘asset value” at which the respective assets are permitted to 
be reported to the respective domiciliary State regulatory authority for balance sheet purposes in the annual 
report in accordance with the rules and regulations of such regulatory authority. 
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The corporations subject to the bill were classified by type of 
insurance written in groups as shown in the following tables: 


Now filing financial New Total 
statements 








Number Total Number Total Number Total 

















assets assets assets 
Millions Millions Millions 
ick sikkege cask Ribhb edi $731 77 $14, 896 87 $15, 627 
Fire and casualty...........-- 32 4, 324 43 4, 296 75 8, 620 
enna Naess moccwes x 2 25 5 83 7 108 
titi csin ica cieetnionth 44 5, 080 125 19, 275 169 24, 355 


Cc. FINDINGS 


1. Of the 117 reports to stockholders of corporations subject to the 
bill which are not presently required to file reports with the Commis- 
sion, 74 (63 percent) were materially deficient in terms of the financial 
reporting standards of the Commission. Of these 74 deficient reports, 
19 (16 percent) omitted either the profit and loss or earned surplus 
statement or failed to give statements in adequate detail; 55 (47 
percent) gave only a balance sheet. 

2. On the other hand, of the 44 reports to stockholders of corpora- 
tions subject to the bill which are presently required to file financial 
data with the Commission pursuant to section 15 (d), only 13 (30 
percent) were materially deficient in terms of the financial reporting 
standards of the Commission.® 

3. Of the 11 corporations studied with total assets of less than 
$5 million, 10 were classified as materially deficient. Otherwise, there 
was no definite indication that size materially affected the quality of 
the reporting. There were large corporations and small corporations 
in all four classifications. The corporations studied ranged in size 
up to $3 billion in total assets with an overall average of $150 million 
of total assets. 

4. Only 30 corporations subject to the bill are presently furnishing 
certified reports to stockholders including certificates which cover only 
the balance sheet or in some cases only the security schedule. Insur- 
ance corporations filing reports under the Securities Exchange Act of 
1934 are not required to file certified financial statements. However, 
in connection with a sale of securities registered under the Securities 
Act of 1933 they are required to furnish certified financial statements. 


VI. Coverace or THE Britt UnprER ALTERNATIVE Tists OF 
QUALIFICATION 


A. INTRODUCTION 


In determining the impact of the bill on insurance corporations, the 
Commission studied a total of 243 corporations. As noted in a pre- 
‘vious section of this report, 169 corporations appear to meet the 
qualifications of the bill. 


6 Corporations which file financial statements with the Commission popes to sec. 15 (d) are 
uw 


aired 
to furnish the Commission with copies of reports sent te stockholders; but such reports are not conueeed 
as filed with the Commission and are not:subject to regulation S-X. 
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This section of the report discusses the coverage of the bill under 
alternative qualification tests and the extent to which insurance’ 
companies in the three categories would be affected. 


B. CORPORATIONS SUBJECT TO THE BILL 


The following table summarizes by asset-size groups the 169 com- 
panies subject to the bill: 


Now filing pursuant Not now filing pur- Total 


to sec. 15 (d) suant to sec. 15 (d) 
Asset size 





Number Total Number Total Number Total 


assets assets assets 
Millions Millions Millions 

$2,000,000 to $3,000,000. ... ... =}... <2 52-2 so fesceeccce 3 $7 3 $7 
$3,000,000 to $5,000,000... . 1 $4 7 26 8 30 
$5,000,000 to $10,000,000. ___- 4 25 14 85 18 110 
$10,000,000 to $50,000,000. __ ll 323 47 1, 112 58 1, 435 
$50,000,000 to $100,000,000____ _ 10 632 19 1, 283 29 1,915 

Over $100,000,000__...-__- | 18 4, 006 35 16, 762 53 . 
EL Mnckeessn pane i SBS 44 5, 080 125 19, 275 169 24, 355 


C. CORPORATIONS STUDIED NOT SUBJECT TO BILL 


The following table summarizes by asset-size groups the 74 corpora- 
tions studied that do not meet the qualification tests of the bill: 





Now filing pursuant Not now filing pur- Total 
to sec. 15(d) suant to sec. 15 (d) 
Asset size 
Number Total Number Total Number Total 
assets assets assets 
Millions Millions Millions 

Egte Crete BR BIBI bd ons ctclindce didnt abach dc cenphaet pitbictmdedadineg lens atitinnl lie cephalad ens 
$2,000,000 to $3,000,000__......- 1 $3 11 $22 12 $25 
$3,000,000 to $5,000,000... 2.22)... -2 2} 12 40 12 40 
eeete nes OO icine Stender Ltetiatchndieenl 17 129 17 129 
$10,000,000 to $50, 000, 000 ......- 5 133 20 471 25 604 
$50,000,000 to $100,000,000 Lococeisovccscneoshneh neal 6 408 6 403 
CUE Bete ee entitiitacdtpendlesuipaticnnsveconmnninean 2 331 2 331 
SPIE. <n vcsusthtsaliauveteinditinianle 6 136 68 1, 401 74 1, 537 


The following table summarizes the basis for exclusion from the 
bill of the 74 corporations: 


Number of Total 


Reason for exclusion corpora- assets 
tions 
Assets more than $2,000,000 or stockholders less than 750: Millions 
501 to 750 stockholders. ---_- sch bina saktieicbistiiaiciniani dttamiinatipia tamale mL 35 $642 
SOE Cp Fa lnc cc cbtitbknte Sénwintnnsiaskin tainted 39 895 


Tetel....ccnccccccseeeseiteekkhiscathateaeab beeen 74 1, 537 








i 
| 
i 
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The following table summarizes by types of insurance written the 
74 corporations not subject to the bill: 








Type Number | Total assets 

Millions 
aii ahs seins piceenpigs biggie pedis cian tng deck is ana a al Rd 29 $931 
Ww Wet CRONE G 2-2 8 chs ns oe cl 5 Rete ho uc lebabedacaebesblensbaaeeen 37 584 
REE ID icin Changin nib dpuncineo’-<antussipidndnie-telam > asada aasesddaahoweaeae 8 22 
Baas erick winicisimeinilng wie aise scenes Gc bins gt to edna onbastg nen eis ea ele aac 74 1, 587 


D. ALTERNATIVE TESTS OF QUALIFICATION 


The following table states the number and total assets of corpora- 
tions covered under four alternative qualification tests: 


Number of Total 


corpora- assets 
tions 
Millions 
More than $2,000,000 in assets and 750 stockholders---.............-.....-----.-.- 169 $24, 355 
More than $5,000,000 in assets and 750 stockholders ------....--..--.----..---.--. 158 24, 319 
More than $5,000,000 in assets and 500 stockholders-.-.-............-.-.--..----- 183 24, 879 
More than $3,000,000 in assets and 300 stockholders_-_...........--..-..-------.-.- 229 25, 839 


E. FINDINGS 


(1) Of the 243 corporations studied, 169 would be subject to the 
bill and 74 would be excluded. 

(2) Of the 169 corporations subject to the bill, 6% percent have 
assets of less than $5 million each. The aggregate assets of these 
corporations are insignificant. They amount to only 0.0015 percent 
of the aggregate total assets of all corporations subject to the bill. 

(3) If the asset test was increased from more than $2 million to 
more than $5 million (while retaining the 750 stockholder test), only 
11 of the 169 corporations would be excluded from the provisions of 
the bill and the aggregate assets of the corporations subject to the 
bill would be decreased by only $36 million. 

(4) If the asset test was increased to more than $5 million and the 
stockholder test decreased to 500 stockholders, the number of cor- 
porations subject to the bill would be increased by 14, and the aggre- 
gate asset coverage would be increased by more than $500 million. 

(5) If the asset test was changed to more than $3 million and the 
stockholder test decreased to 300 stockholders, the number of corpora- 
tions subject to the bill would be increased by 60 and the aggregate 
asset coverage would be increased by approximately $1% billion. 

(6) A total of 9 corporations (with aggregate assets of $140 million) 
now required to file pursuant to section 15 (d) would be excluded 
from the bill. 








APPENDIX 


The following table shows the geographical distribution of the 169 
insurance corporations which would be subject to S. 2054 by States 
in which their principal business offices are situated, showing separately 
those corporations now filing financial statements pursuant to sec- 
tion 15 (d) and those not presently required to file such statements: 














Number | Number| Total Number | Number | Total 
now fil- | net now | num- now fil- | not now | num- 
State ing fi- filing fi- | ber of State ing fi- filing fi- | ber of 
nancial | nancial | corpo- nancial | nancial | corpo- 
state- state- rations state- state- | rations 
ments ments ments ments 
DIAG. on itt teacdtbeinn 5 5 || New Hampshire-.--_-- TF Sancthiecaa 2 
POT, oc <n nchnanaas ieueededdalocnctuncutae New Jersey-_-....-..-- © Iomeskeicnaee 3 
AUIIIE... ¢.cccnesseslincabanees I Fe ee BI a 6vcnnanlecbenencsnhniecadvndéieeaenae 
California...........-. 3 6 9 |} New York.-.-...-... 7 19 26 
CRIED. sia teandnmasliscsanatins 2 2 || North Carolina. -_...-}.........- 4 4 
Connecticut-__....... 1 9 10 || North Dakota_--_..-.}........-- 1 1 
DE. oJerheneesiounstinen 1 1 ii tli nilss tacassneaaa acai 4 4 
District of Columbia_|........-- 3 et ico nick nenccsccus 1 1 
I sos sicctpticgedin ii 2 2 Ge hist ntie cn cctinnnuscvcciasieaeeeaee 
Cah. chk chk awn tien 2 2 || Pennsylvania__----_- 3 4 7 
a nn rcs bade aiid eta ntaneieeehia Rhode Island____.__- B eal 1 
isch cen 5 2 7 || South Carolina..._._/_.......-- 1 1 
RIE. saw con ckinnnttiniusniat ~ 8 || South Dakota. ......|.....-.- 1 1 
BUR nn cjcechietiinnnle ag tiatae 3 3 |} Temmnessee.........--- 1 2 3 
Kansas- -__-- menial 1 1 DS TP ReiGinenicccins 1 17 18 
ENA = siciscinicnainno Bsaginindnes tit 3 2 ko Rees REPEC 1 1 
i Mc aicatcel 1 E Th Ve antein scien sanneecchemkening tn seen 
IIR on a china dlodiecdt hem scantcagiiinad benidlntsan sibel Viigo uc aen 3 1 4 
Maryland_--_......-. 2 3 Sti Wastmiee. oc... 2}... co 105- 4 4 
Massachusetts ._.~_- 4 2 6 || West Virginia____-_- woiaiaee indore ciseabsapies inane 
Michigan. -.........-- Pi unsoe Rs We acs cased nics Perekcnbaaicocenn 3 
DEE. . 2.26... << 1 nk eee 4 4 || Wyoming-_..._....- saa-aegsin coupes Lies achat a Radlett 
ee NE in oid naws lawaceatseas 1 Be SE octane ccenswines ast 1 1 
non osineicesinnin 4 2 Se I axis cindsoiisetinennne Sean \ceisticisesiaiatims Hhinneadialiiess 
PEGE. . kn coni used scskdipiaaleescnanecscatéasaml 
DOO, sno cant nsebeeetnddinednb bin acaee ‘Tekh te 44 125 169 
PROTO. scl cciw enka l iden dianiitaianien tee tiinnsiiale 
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